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AN ISSUES PAPER
EMPLOYEE BENEFIT PLANS:
AUDITING PROCEDURES FOR BANK
TRUSTEED ASSETS AND RELATED
TRANSACTIONS AND SUPPLEMENTAL ISSUE
APRIL 30, 1977

Issued by the Auditing Standards Division
American Institute of Certified Public Accountants

For Comments From Persons Interested in Auditing and Reporting

This issues paper has been prepared for public comment by the Pension Funds
Committee of the American Institute of Certified Public Accountants. Neither
approval nor preference for any of the auditing procedures enumerated in this
paper is expressed or implied by the Auditing Standards Division or any other
division within the AICPA. Comments and rationale supporting them will be helpful
to the Pension Funds Committee in preparing an AICPA Audit Guide on
Employee Benefit Plans.

Comments should be sent, in time to arrive not later than
June 30, 1977,to
Joseph F. Moraglio, Manager, Auditing Standards Division
AICPA, 1211 Avenue of the Americas
New York, New York 10036

File Ref. No. 3820

A1CPA

American Institute of Certified Public Accountants
1211 Avenue of the Americas, New York, New York 10036 (212) 575-6200

April 30, 1977

To Practice Offices of CPA Firms ; Members
of Council; Technical Committee Chairmen;
State Society and Chapter Presidents,
Directors and Committee Chairmen;
Chief Financial and Trust Officers of Banks,
Insurance Companies, and Pension Funds;
Organizations Concerned With Regulatory,
Supervisory or Other Public Disclosure
of Financial Activities ; Persons Who
Have Requested Copies:
This issues paper sets forth various auditing procedures for bank trusteed
assets and related transactions and a supplemental issue in connection with
the examination, in accordance with generally accepted auditing standards, of
the financial statements of employee benefit plans.

The AICPA Pension Funds Committee is in the process of preparing an audit
guide on employee benefit plans. The committee has reviewed existing profes
sional literature pertaining to auditing plan assets trusteed with a bank and
the related transactions and has determined that additional guidance is needed
in this area. It has prepared this paper for the purpose of soliciting comments
at this time in order to have an appropriate foundation on which to develop
related sections of the audit guide.
.
The committee recognizes that guidance is similarly needed in auditing invest
ments in bank commingled trust funds and in insurance company separate accounts.
However, a detailed discussion of these issues has not been presented because
the committee believes that the comments received will also provide valuable
guidance in these areas. The committee also acknowledges the existence or other
arrangements with insurance companies which provide for the investment and
maintenance of plan assets. Because of the number and variety of these arrange
ments, the surrounding issues have not been discussed in this paper. However,
those wishing to comment on these matters may do so.
The issues presented in this paper deal with studying and evaluating internal
accounting controls and auditing procedures which may be used in obtaining
evidential matter supporting the existence of the trusteed assets and the
related transactions in conducting an examination of the financial statements
of an employee benefit plan in accordance with generally accepted auditing
standards. The supplemental issue deals with auditing investments in bank
commingled trust funds or in insurance company separate accounts.

The Financial Accounting Standards Board has issued an exposure draft dated
April 14, 1977 on Accounting and Reporting by Defined Benefit Pension Plans
which has not been considered by the committee in the preparation of this paper.

The Pension Funds Committee does not express, at this time, any preference
for the various views and alternatives presented in this paper.
Comments on any aspect of the enclosed are sought and will be appreciated.
They should be addressed to the Auditing Standards Division, File Ref.
No. 3820 at the AICPA in time to be received by June 30, 1977. The Pension
Funds Committee will be particularly interested in the reasoning underlying
comments.

Sincerely,

James I. Konkel, Chairman
Pension Funds Committee

John F. Mullarkey, Director
Auditing Standards Division

EMPLOYEE BENEFIT PLANS: AUDITING PROCEDURES FOR
BANK TRUSTEED ASSETS AND RELATED TRANSACTIONS
AND SUPPLEMENTAL ISSUE
SUMMARY OF ISSUES

The following is a summary of
the issues discussed in this paper.
A more extensive presentation is
contained in the subsequent para
graphs.
Studying and Evaluating
Internal Accounting Control

As part of his examination of fi
nancial statements in accordance
with generally accepted auditing
standards, the independent audi
tor studies and evaluates the ex
isting internal accounting con
trols as a basis for reliance thereon
in determining the resultant ex
tent of the tests to which audit
ing procedures are to be restrict
ed. Many plan administrators en
gage a third-party trustee (bank
or insurance company) to assist
them in managing the plan’s in
vestments and transactions there
in. The existence of such a third
party constitutes an element of
the plan’s internal accounting
controls. In evaluating this ele
ment of internal accounting con
trols, the question arises as to
whether the independent auditor
should also review and evaluate
the underlying internal account
ing controls of the trustee as they
relate to the preparation of the
plan’s financial statements and the
examination thereof. (See pages
6-7 for a detailed discussion.)
Obtaining Evidential Matter
Supporting the Existence of
Trusteed Assets

The following views or alterna
tives relating to obtaining evi
dential matter supporting the ex
istence of trusteed assets are dis
cussed:

• Physical inspection.
• Direct confirmation only.
• Direct confirmation supple
mented by other procedures.
(See pages 7-8 for a detailed
discussion.)
Obtaining Evidential Matter
Supporting Plan Transactions

The following views or alterna
tives relating to obtaining eviden
tial matter supporting plan trans
actions are discussed:

• The receipt of a listing of
transactions directly from the
bank constitutes sufficient evi
dential matter.
• The receipt of a listing of
transactions directly from the
bank, supplemented by other
procedures, constitutes suffi
cient evidential matter.
(See page 8 for a detailed dis
cussion. )
Additional Consideration for
Those Who Hold That
Procedures Should Be
Performed at the Bank

Those who are satisfied with
direct confirmation and perform
ing auditing procedures deemed
necessary at the offices of the
plan, are not concerned with this
issue. However, among those who
believe, under one or more of the
three basic issues discussed above,
that auditing procedures are to be
performed at the bank, there are
two varying views relating to the
method to be used:

• The independent auditor may
visit the trustee and perform
the auditing procedures con
sidered necessary in the cir
5

cumstances at the offices of
the trustee.
• The bank may engage an in
dependent auditor to furnish
a report on his evaluation of
the trust department’s inter
nal accounting controls for
use by management or other
independent auditors.
(See pages 8-9 for a detailed
discussion.)
Supplemental Issue

A supplemental issue is dis
cussed in this paper relating to
auditing investments in bank com
mingled trust funds or in insur
ance company separate accounts.
The committee recognizes that
some respondents may wish to
also submit their comments (if
any) applicable to this issue.
Those wishing to do so should
consider the discussion in Appen
dix B.
REQUEST FOR COMMENTS

The Pension Funds Committee
welcomes comments on this paper
from all interested persons and or
ganizations (including organiza
tions not listed). Respondents are
specifically requested to address
the following questions:

(1) What procedures do you
agree with and why? The
committee wishes to em
phasize in this connection
its need for the rationale
supporting conclusions.
(2) What procedures do you
disagree with and why? The
committee is interested in
negative reactions as well
as positive reactions to the
paper.
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(3) Does the paper include a
discussion of all the audit
ing procedures that you be

lieve are pertinent to the
covered topics? If not,
please indicate your posi

tion on any such procedures
together with supporting
rationale.

BANK TRUSTEED ASSETS AND RELATED TRANSACTIONS
Introduction

The administrator of an em
ployee benefit plan may engage
a bank in a variety of ways in
conjunction with the safekeeping
and management of plan assets.
Perhaps the least complex arrange
ment is that in which a bank
under a written contract agrees
to hold plan securities in safe
keeping thereby acting as cus
todian. Another common arrange
ment is a formal trust agreement
executed by the plan administra
tor and the bank naming the
bank as trustee. A plan may have
one or more trusts as well as one
or more safekeeping accounts.
Generally a bank acting as trustee
is also custodian of those invest
ments under its control. In addi
tion, the trust agreement may pro
vide for discretionary or nondiscretionary control over trust
assets.
A discretionary trust gives the
trustee authority to purchase or
sell trust assets within the frame
work of the trust agreement. A
nondiscretionary trust allows the
trustee to purchase or sell trust
assets only at the direction of the
party named as having discretion,
such as the plan administrator, in
vestment committee, or invest
ment advisor. Between these two
types of trust agreements there
may be many variations of in
vestment authority granted to the
trustee.
Audit Objectives

The objective of the examina
tion of financial statements by the
independent auditor is the expres
sion of an opinion on the fairness
with which they present financial
position, results of operations, and
changes in financial position in
conformity with generally accept
ed accounting principles. The
auditor’s report is the medium
through which he expresses his
opinion or, if circumstances re

quire, disclaims an opinion. In
either case, he states whether his
examination has been made in
accordance with generally accept
ed auditing standards.
Auditing standards differ from
auditing procedures in that “pro
cedures” relate to acts to be per
formed, whereas “standards” deal
with measures of the quality of
the performance of those acts and
the objectives to be attained by
the use of the procedures under
taken. This paper discusses vari
ous auditing procedures and ap
proaches directed towards com
plying with the second and third
standards of field work,1 and does
not discuss the first standard of
field work nor general and report
ing standards.
In performing an examination
of the financial statements of an
employee benefit plan in accord
ance with generally accepted au
diting standards, the plan’s trus
teed assets and related transac
tions should be included in the
scope of the examination. The
audit objectives with respect to
the examination of trusteed assets
and related transactions is to ob
tain reasonable assurance that

1. Income from trusteed assets
has been properly reflected
in the financial statements.
2. Transactions in trusteed as
sets have been properly re
flected in the financial state
ments.
3. Trusteed assets exist and
are owned by the plan.
4. Trusteed assets are stated in
conformity with generally
accepted accounting princi
ples or some other compre
hensive basis of accounting.

The scope of this issues paper
is limited to a discussion of au
diting procedures directed toward
achieving the first three objectives
listed above. It is not the intent
1 See SAS No. 1, section 150.

of this paper to discuss asset val
uation techniques or approaches
for obtaining audit satisfaction
with respect to asset values.
Studying and Evaluating Internal
Accounting Controls

The second standard of field
work requires that
There is to be a proper study
and evaluation of the existing
internal control as a basis for
reliance thereon and for the
determination of the resultant
extent of the tests to which au
diting procedures are to be re
stricted.

The study and evaluation contem
plated by this standard should be
performed to the extent the au
ditor considers necessary. There
fore, the auditor of the financial
statements of an employee benefit
plan should consider the existing
system of internal accounting con
trol, including those related to
bank trusteed assets and related
transactions.
The nature and extent of a plan’s
system of internal .accounting
controls over the trusteed as
sets which it places in the cus
tody of a bank can vary widely,
depending upon (1) the type of
trust agreement with the bank,
(2) the extent of the information
maintained by the plan, and (3)
the extent of the information fur
nished to the plan by the bank.
Some plans may maintain a com
plete set of accounting records in
dependent of the bank trustee
and have control procedures de
signed to assure that transactions
have been properly authorized,
approved, and recorded. Other
plans, particularly those that have
entered into discretionary trust
agreements with a bank, may have
virtually no accounting records
for trusteed assets other than the
records maintained by the bank
trustee.
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The degree and extent of the
study and evaluation of the exist
ing internal accounting controls
performed by the independent au
ditor is a matter of judgment.2
The following paragraphs set forth
three different views:

1. The appointment of a bank
as trustee in itself consti
tutes an element of internal
accounting control of the
plan because it removes the
accounting for and custody
of securities and other invest
ments from the control of
the plan administrator. Those
who hold this view do not
consider it necessary to re
view and evaluate the in
ternal accounting controls
of the bank trust department
with respect to the custody
of and accounting for trus
teed assets and transactions
because of this separation
of duties, irrespective of
whether the trust agreement
is discretionary or nondis
cretionary. They believe that
sufficient auditing proce
dures may be performed at
the plan’s location and that
the auditor’s prime concern
is with the admission of the
obligation by the trustee and
its capability to fulfill its
responsibility.
2. A bank trustee constitutes
an integral element of the
plan’s system of internal ac
counting control which the
plan’s auditor must review
and evaluate. Those holding
this view do not consider the
bank trustee as being inde
pendent of the plan. They
believe the study and evalu
ation of the existing internal
accounting controls of the
bank trust department and
the examination of source
documents maintained by
the bank supporting transac
tions are an essential part
of the examination of the
plan’s financial statements.
3. Whether a review and evalu
2 See Appendix A for a brief background
concerning the auditor’s study and
evaluation of internal accounting
control.

ation of the controls of the
bank trust department is
necessary depends on the
factors governing the opera
tions of the plan, including
the extent of controls and
primary records maintained
by the plan independent of
the bank, the type of trust
agreement, and the financial
capability of the trustee to
fulfill its fiduciary respon
sibility.
Frequently, the controlling
factor is the type of trust
agreement because the ex
tent of controls and records
maintained outside of the
bank is, in many cases, gov
erned by the types of trust
agreements. Those holding
this view believe that gen
erally (a) a discretionary
trust arrangement does not
provide the plan with an ap
propriate degree of control
over its investments and in
vestment transactions because
investment decisions are
made and accounting for in
vestment transactions is per
formed by the corporate
trustee. These individuals
believe that a review of the
internal accounting control
of the trustee is necessary
because auditing procedures
performed at the plan’s lo
cation are not sufficient to
support the formulation of
an opinion on the financial
statements under examina
tion when the trust is dis
cretionary; (b) a nondis
cretionary trust arrangement
provides the plan with a
greater degree of control
over the accounting for trans
actions than the degree of
control that exists in a dis
cretionary trust arrangement
because investment decisions
in the former are not made
by the bank. This view holds
that the plan would ordin
arily maintain a record of
the instructions given to the
bank concerning the specific
investment transactions to be
executed by the bank. These
individuals consider the in
ternal accounting controls of

the bank trust department
irrelevant to those of the
plan, and, consequently, a re
view of them would not be
a necessary element of an
examination of the plan’s fi
nancial statements when the
trust is nondiscretionary.
Obtaining Evidential Matter
Supporting the Existence of
Trusteed Assets

The amount and kinds of evi
dential matter required to support
an informed opinion are matters
for the auditor to determine in the
exercise of his professional judg
ment after a careful study of the
circumstances in the particular
case.3
The existence of trusteed assets
may be established by the inde
pendent auditor during his exami
nation by either physical inspec
tion, direct confirmation only, or
direct confirmation supplemented
by other procedures. The following
paragraphs present the three view
points.

1. Physical Inspection. The ex
istence of the securities held
by the trustee may be estab
lished by physical inspection
of the certificate by the plan
auditor. However, those hold
ing this view recognize that
many banks do not maintain
securities by individual trust
accounts and do not hold
securities in the plan’s name;
rather, they hold them in the
nominee’s name. In addition,
banks may participate in
centralized vault services
such as those offered by inde
pendent depositories and
clearing associations. Under
these circumstances, it may
not be possible to specifically
identify those securities be
longing to the plan being ex
amined. Those holding that
physical inspection is re
quired believe that the audit
procedures which they would
use would be to inspect any
securities on hand and con
3 See Appendix A for a brief back
ground concerning the obtaining of
sufficient competent evidential matter.
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firm those with independent
depositories, reconcile the
quantities with the total secu
rity control ledgers, and then
reconcile the individual trust
security ledgers with the
trust department control to
tals. Others who hold this
view believe that specific
issues could be selected for
inspection or confirmation
with independent deposito
ries and reconciled with the
bank security ledgers on a
test basis.
2. Direct Confirmation Only.
The existence of the securi
ties held by the trustee may
be established through con
firmation directly with the
trustee. Those who hold this
view believe that the nature
of the assets held by the trus
tee is akin to an account re
ceivable and the auditor’s
concern is the admission of
the obligation by the trustee.
3. Direct Confirmation Supple
mented by Other Procedures.
There are two views in this
area: Some hold the view
that a direct confirmation,
supplemented by reading the
bank’s financial statements
in an effort to determine the
adequacy of the institution’s
underlying financial stability,
constitutes evidential matter
because a) the bank is legally
responsible for the safekeep
ing of the assets and, absent
evidence to the contrary, is
presumed to be financially
capable of fulfilling its trust
obligations and b) the bank
would prepare and furnish
to the plan comprehensive
listings of investments held.
Some hold the view that
a direct confirmation from a
bank acting as trustee and
custodian should be obtained
and supplemented by audit
ing procedures performed at
the bank. These additional
procedures might include a
review of the internal ac
counting control procedures,
inspection of all securities
(or tests of selected issues)

under the control of the trust
department, reconciliation of
accounts with trust depart
ment security ledgers, recon
ciliation of individual trust
security ledgers, and con
firmation of accounts and se
curities held outside the bank.
Obtaining Evidential Matter
Supporting Plan Transactions

There are varying views with
respect to the examination of the
evidential matter supporting plan
transactions. These views are sum
marized in the following para
graphs.

1. The receipt of a listing of
transactions prepared by the
bank trust department con
stitutes, in and of itself, suf
ficient evidential matter con
cerning a plan’s financial ac
tivity and that the reported
transactions, in fact, took
place. This view holds that
the bank is independent of the
plan’s financial activities and
can be held accountable for
what it reports as to the
plan’s transactions.
2. The listing of trust transac
tions received from a trustee
does not constitute sufficient
evidential matter concerning
a plan’s financial activity and
that the reported transac
tions, in fact, took place. It
is possible to perform addi
tional tests on that informa
tion outside the bank, such
as examining authorization
for transactions, comparing
trade prices with the high
and low trading ranges for
the day a selected transac
tion occurred, testing divi
dends by reference to pub
lished sources, computing
interest income, and, if avail
able, inspecting copies of
brokers’ advices.
3. The procedures outlined in
the preceding paragraph
would be acceptable in a
nondiscretionary trust but
not in a discretionary trust.
In the former case it would
be possible to examine au
thorizations originating out

side the bank for the trans
actions selected for examina
tion, but in a discretionary
trust this would not be pos
sible.
The concepts embodied in
the two preceding para
graphs, coupled with the in
spection of original docu
ments in support of certain
transactions, would be ac
ceptable. Unless the trans
actions under consideration
are traced to original source
documents, the other audit
tests described above are
inconclusive. Those holding
this view recognize the prac
tical difficulties existing under
certain circumstances; for
example, the original source
document may support a
combined transaction on be
half of many of the trustee’s
customers, or it may be a
trustee prepared document
in situations where the trus
tee acts as both principal and
broker. In these cases, they
believe that the plan auditor
may have to ascertain that
all aspects of the transaction
are reflected properly in the
trust department’s records.
Additional Consideration for
Those Who Hold That
Procedures Should Be
Performed at the Bank

Those who are satisfied with di
rect confirmation and who are
performing auditing procedures
deemed necessary at the offices of
the plan are not concerned with
this issue. However, among those
who believe, under one or more
of the three basic issues discussed
above, that auditing procedures
are to be performed at the bank,
there are two varying views rela
ting to the method to be used:
(a) One method is to visit the
trustee and perform the audit
procedures considered neces
sary in the circumstances at
the offices of the trustee.
These procedures might in
clude evaluation of the sys
tem of internal accounting
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controls, including vault con
trol procedures, inspection of
securities, and examination
underlying documentation,
including authorization in
support of transactions.
b) Another method would in
(b)
volve the engagement by a
bank trust department of an
independent auditor to per
form a review and evaluation
of the trust department’s in
ternal accounting controls,
and the issuance of a re
port to the bank setting forth
the scope of the review and
results of the evaluation.
This report would then be
available to the auditors of
employee benefit plans and
enable them to satisfy them
selves as to the requirement
for the study and evaluation
of internal accounting con
trol. Those who hold this
view believe that it greatly
reduces the duplication of
effort in the review of inter-

nal accounting controls, the
test of block trades, and, to
some extent, the inspection
of securities that would other
wise be necessary if each
plan auditor were to conduct
his own examination at the
bank trust department?

The second standard of field
work does not contemplate
that the auditor will place
complete reliance on internal
control to the exclusion of
4 The approach discussed above has
caused some to express concern about
the question of whether the plan
auditor may have to express reliance on
the auditor engaged by the bank or
whether he may be the principal audi
tor of the plan. Others maintain that
there is guidance in existing literature,
for example, sections 640.04 and 543
of SAS No. 1, to establish precedent
for using the reports of other auditors
on internal control without expressing
reliance on those auditors or affecting
the principal auditor role of the plan
auditor.

other auditing procedures
with respect to material
amounts in the financial state
ments (see SAS No. 1, section
320.71). Some plan auditors,
after establishing the scope
of examination by reference
to the internal accounting
control report, believe that
such a report, supplemented
by other audit procedures
not involving bank records,
are sufficient for an examina
tion made in accordance with
generally accepted auditing
standards. Some plan audi
tors recognize that it may be
necessary to review and dis
cuss with the bank auditor the
scope of his examination, his
working papers, and the re
sults of his examination. They
may request the bank audi
tor to perform specific tests
of trust department records
to provide the plan auditor
with evidential matter with
respect to plan transactions.

APPENDIX A

THE AUDITOR'S STUDY AND EVALUATION OF
INTERNAL CONTROL AND EVIDENTIAL MATTER

To provide a brief background
concerning the auditor’s review,
evaluation, and assessment of evi
dential matter in an examination
of financial statements, the follow
ing excerpts from Statement on
Auditing Standards No. 1 are in
cluded and cross-referenced. For
a more complete discussion of the
auditor’s study and evaluation of
a company’s internal accounting
control, see SAS No. 1, sections
320, 321, and 322. For additional
elaboration of the nature, com
petence, and sufficiency of eviden
tial matter, see SAS No. 1, sections
330, 331, and 332.
The second standard of field
work is as follows:
There is to be a proper study
and evaluation of the existing
internal control as a basis for
reliance thereon and for the de

termination of the resultant ex
tent of the tests to which audit
ing procedures are to be restric
ted. (SAS No. 1, section 320.01)

The study to be made as the
basis for the evaluation of in
ternal control includes two
phases: (a) knowledge and
understanding of the procedures
and methods prescribed and (b)
a reasonable degree of assurance
that they are in use and are
operating as planned. These
two phases of study are referred
to as the review of the system
and tests of compliance, respec
tively. Although these phases
are discussed separately, they
are closely related in that some
portions of each may be per
formed concurrently and may
contribute to the auditor’s evalu
ation of the prescribed proce

dures and of the compliance
with them. (SAS No. 1, section
320.50)
The review of the system is
primarily a process of obtaining
information about the organiza
tion and the procedures pre
scribed and is intended to serve
as the basis for tests of compli
ance and for evaluation of the
system. The information required
for this purpose ordinarily is ob
tained through discussion with
appropriate client personnel and
reference to documentation such
as procedure manuals, job des
criptions, flowcharts, and deci
sion tables. (SAS No. 1, section
320.51)
In order to clarify their under
standing of information obtained
from such sources, some auditors
follow the practice of tracing
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one or a few of the different
types of transactions involved
through the related documents
and records maintained. This
practice may be useful for the
purpose indicated and may be
considered as a part of the tests
of compliance as discussed later
in this section. (SAS No. 1, sec
tion 320.52)
The third standard of field work
is as follows:

Sufficient competent eviden
tial matter is to be obtained
through inspection, observation,
inquiries, and confirmations to
afford a reasonable basis for an
opinion regarding the financial
statements under examination.
(SAS No. 1, section 330.01)
To be competent, evidence
must be both valid and relevant.
The validity of evidential matter
is so dependent on the circum
stances under which it is ob
tained that generalizations about
the reliability of various types
of evidence are subject to im
portant exceptions. If the pos
sibility of important exceptions
is recognized, however, the fol
lowing presumptions, which are
not mutually exclusive, about
the validity of evidential matter
in auditing have some useful
ness:

a. When evidential matter
can be obtained from in
dependent sources outside
an enterprise, it provides
greater assurance of reli
ability for the purposes of
an independent audit than
that secured solely within
the enterprise.
b. When accounting data and
financial statements are de
veloped under satisfactory
conditions of internal con
trol, there is more assurance
as to their reliability than
when they are developed
under unsatisfactory con
ditions of internal control.
c. Direct personal knowledge
of the independent audi
tor obtained through physi
cal examination, observa
tion, computation, and in
spection is more persua
sive than information ob
tained indirectly. (SAS No.
1, section 330.08)

The amount and kinds of evi
dential matter required to sup
port an informed opinion are
matters for the auditor to de
termine in the exercise of his
professional judgment after a
careful study of the circum
stances in the particular case.
In making such decisions, he

should consider the nature of the
item under examination; the ma
teriality of possible errors and
irregularities; the degree of risk
involved, which is dependent on
the adequacy of the internal
control and susceptibility of the
given item to conversion, ma
nipulation, or misstatement; and
the kinds and competence of
evidential matter available. (SAS
No. 1, section 330.09)

The independent auditor’s ob
jective is to obtain sufficient
competent evidential matter to
provide him with a reasonable
basis for forming an opinion
under the circumstances. In the
great majority of cases, the audi
tor finds it necessary to rely on
evidence that is persuasive rather
than convincing. Both the indi
vidual assertions in financial
statements and the overall pro
position that the financial state
ments as a whole present fairly,
in conformity with generally ac
cepted accounting principles,
the financial position, results of
operations, and changes in finan
cial position are of such a nature
that even an experienced audi
tor is seldom convinced beyond
all doubt with respect to all as
pects of the statements being
examined. (SAS No. 1, section
330.10)

APPENDIX B

SUPPLEMENTAL ISSUE—AUDITING INVESTMENTS
IN BANK COMMINGLED TRUST FUNDS OR IN
INSURANCE COMPANY SEPARATE ACCOUNTS

A bank commingled trust fund
or insurance company separate ac
count is an investment vehicle
which may be used by a pension
plan to invest some or all of a
plan’s assets. Generally a plan ac
quires investment units, some
times referred to as “units of par
ticipation,” which are roughly
equivalent to purchasing shares
in a mutual fund. The purchase
or redemption price of the units

is determined periodically by the
fund or account manager based
upon the current or fair market
values of the underlying assets of
the fund.
Some plan auditors view their ob
jectives to be to obtain evidential
matter as to the existence of units
of participation held by the plan,
the examination of unit purchase
and redemption transactions of the
plan during the year, the valua

tion of units of participation at
the end of the year, and the test
ing of income distributions re
ceived by the plan during the year.
They view the unit of participa
tion as the investment security of
the plan and do not believe it is
necessary to look to the invest
ment transactions of the commin
gled fund or separate account in
order to express an opinion on the
financial statements of the plan.
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Those holding this view believe
they may use the unit value de
termined by the fund manager in
valuing the units of participation
held by the plan because the value
is the price at which the fund
management stands ready to make
a market in fund units.
In addition to the approach
described in the preceding para
graph, some would insist on ob
taining audited financial statements
of the bank commingled fund or
insurance company separate ac

count supporting the unit valua
tion because they believe that the
unit value and the underlying net
assets of the fund are inseparable.
Still others would insist on obtain
ing audited financial statements
of the commingled fund or sepa
rate account but would not require
that such statements be as of the
same date as the plan financial
statements.
Others hold a view that units
of participation in a bank com

11
mingled trust fund or insurance
company separate account repre
sent an undivided interest in each
of the fund’s assets, and they must
satisfy themselves not only with
respect to the existence of the as
sets but with respect to the fund
transactions as well. The auditing
procedures which might be used
by those auditors holding this view
have been discussed in previous
sections of this paper with respect
to bank trusteed assets and related
transactions.

